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THE WHITE H0USE 

WASHINGTON 


MEMORANDUM FOR 


PROMs 

SUBJECT : 


issue of firar^ 
November 3 7 . 


November 25/1985 


DOUGLAS W. McMTWN 
DAVID C. MULFORD 
D. LOWELL JENSEN 
S. BRUCE SMART 
ALTON G. XEEL 
MICHAEL B. SMITH 
THOMAS G. MOORE 


eM 


EUGENE J. MCALLISTER 
Financial Export Control Legislation 


The Economic Policy Council is scheduled to consider the 


rial export control legislation on Wednesday, 

„ * . A draft memorandum outlining the background of the 
issue, the policy objectives, and options is attached. I would 
appreciate your providing any comments or suggestions on the 
memorandum to I Lehmann Li <456-6402) by 12 j 00 p.m. on Tuesday, 
Moyember 26 . j 

I apologize for the quick turnaround, but this item was just 
scheduled. Thank you very esich for your cooperation. 


cc: Stephen I. Oanzansky 


Attachment 


ON-FILE NSC RELEASE INSTRUCTIONS APPLY 


! 


I . I 
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D1AFT 


November 25!, 1985 

i 

i 

MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL 
SUBJECT: Financial Export Control Legislation 


la sue t 

Should the Administration support a new policy of restricting 
D.S. capital fjlows to the Soviet Bloc in non-emergency as well as 
emergency situations? 


Background 

In March 1985,1 Senators Garn and PrUxmire introduced S. 812, the 
•Financial Export Control Act," wh|ch would amend the Export 
! Adm inistration Act to authorize the* President to prohibit, 
curtail, monitor, or otherwise regulate the export of U.S. 
capital to the Soviet Bloc. Supporters of this legislation 
argue, inter alia , tha;t U.S. hank lending is helping the Soviet 
Bloc import western technology and finance activities that 
adversely affeot U.S. national security. 


The International Emergency Economic Powers Act <IEEPA) currently 
! grants the President the authority 'to restrict U.S. capital flows 
to the Soviet Bloc only in the case of emergencies threatening 
the national n^^urity or econosiy of the U.S. S. 812 is primarily 
designed to provide the President with the diseretionarv 
authority to restrict such capital flows in non-emergenev rases 
as well. In addition, S. 812 could provide the President with 
discretionary authority to restrict capital flows to nations that 
Support international *>i threaten regional stability. 

The Senate Banking Committee is scheduled on December 3 to hold « 
hearing on s. 81? and has invited the Administration to testify 
on the legislation. I 


Policy Objectives 

The following major policy objectives should guide the 
Administration's consideration of this issue: 


St rengthen national security , 
U.S. OJ ' ' " rr "’’~ 


To what extent would restricting 

IUWM nov-iwua* P AW W»»«w v 

jank lending to the Soviet Bloc strengthen U.S. national 
security? The ability of the Soviet Bloc to generate hard 
currency through either exports or loans enhances their ability 
to import Western technology, which could harm U.S. national 
security and force the U.S. to devote more economic and budget 
resources to maintaining our technological lead. In addition, 
some argue that increased U.S. bank lending to the Soviet Bloc 
has helped it underwrite policies that hurt U.S, national 
security. For example, some U.S. loans to East Germany coincided 
roughly with the | announcement of East German and other soviet 
Bloc credit lines to Nicaragua. j 


ON-FILE NSC RELEASE INSTRUCTIONS 


a n n i \/ 
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Some argue that 
Soviet Bloc wo 
technology, o 
lenders, unilajt 
Bloc would nor 
because other 


unilaterally restricting U.S. bank lending to the 
aid reduce its ability to import Western 
thers argue that without cooperation by non-U. S. 
erally restricting U.S. bank lending to the Soviet 
affect its ability tin import Western technology 
enders would displace U.S. banks. | 


(State providoi language on effect of legislation on U.S. —Soviet 
relations.! 


Maintain strong relations 
i ■ — —•—i — -r — rrr 


attempting 


to restrict the 


with 

TT5w 


our 

~oT 


allies. To what extent would 
U.S. bank lending to the 


ire 

Soviet Bloc aflfect our relations with West European allies? 

Given the fungibility of capital arid availability of non-U. S. 
capital source?., any restriction of the total flow of capital to 
the Soviet Blop would require the cooper at ion of non-U. S. 
lenders. Yet, I our COCOM allies and other cooperating countries 
would stronqly! resist U.S. efforts to impose further control* on 
‘capital flow* the Soviet Bloc. jAn effort in 1982 to persuade 
our maior allies to agree to restrict official credits to the 
Soviet Bloc failed. {State check] 

! - i 

i There are two generic jrisks to V.S. relation* with our allies) 


o Civen the r,c«d to obtain the cooperation of all Western 

lenders in order to restrict effectively the total flow of 
capital to the Soviet Bloc, attempting to restrict auch flows 
, could xtr.un relations with our 'allies, particularly West 

European countries that currently lend significant amounts to 
the Soviet Bloc. 

o Attempting to restrict the flow'of U.S. bank lending from not 
only domestic banking offices, but also overseas branches and 
subsidiaries of U.S. banks, raises the sensitive issue of 
extraterritoriality . 

Enhance U.S. economic competitiveness . To what extent would 
attempt ing ti> restr ict t he TT ov o f u". S . bank lending to the 
Soviet Bloc adversely affect U.S. economic interests? There are 
at least two major economic risks: 

' o Without cooperation by non— U.S. lenders to restrict total 
capital flows to the Soviet Bloc, restricting U.S. bank 
lending to the Soviet Bloc would simply reduce business 
I opportunities fer U.S. financial and commercial firms. 

( ' 
o Restricting the outflow of U.S. capital could eventually lead 
to less foreign capital inflow and thus higher U.S. interest 
rates because of the following. Foreign investor* ftnd the 
U.S. financial markets attractive in part because of the 
absence of any U.S. exchange controls. Foreign investors 
, could infer from legislation restricting U.S. bank lending to 


l I : • I I I 
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which the u.s. differed Such f. anv country with 

foreign demand tor U.S. 'assetj inTlTul'Ts 00 '! 1 * decr ***« the 

f* ASe °* s * interest races. 

Gain the sur 


tee trie ting* th* rTS iTTT init j,***** 

anics in tbl tSr^5°f- ? bt * in the 


could jeopardize the aciru mstration' * effort* ~T 7 ” 
cooperation y>s . b;>nlts ln th . IfdSlJ 


Policy Optiona 

Policy of re«ri l «^ru!s! h cap”“ f loT.'t o*[ h to _ *“ PP ° r ‘ * ««w ! 

STSHKi X.-“, 5 . 5 TO £=. TaSr,!! 

emergency a decision ♦-/> .. tric£ »uch flows only in t 

restricting such flows in npr ,-^ m !* Pport a na * P°licy of 
Administration to support new uSif la tion**? * WOuld r ®<f u irn the 
sbne Other bill, granting the Prfifif t * f ° r exa ®Pl«* S. §H or 
non-emergency .-. IR ^ S aft J?it ickI i d t nt 5 h * * utho *ity in 
done Adatlnifltr.iMveiy. » ^ ck ^u*tice whether this tftuM be 

! 1 i j 

OEtion.lt U.S. capital flow. 

. i t ol2, thht g rente the Presl.i-nt 5 mxampie, 

| r.-r.'.rict »>,ch floe. in to 

: Mvsnt.-igea . ! j 

H4n , '«^^uTrgKtii fr t t r c i in ? *• «* •« 

could reduce the abilitt i * L « th T Sovi * fc ®1«? n it 
Western technology. * Soviet Bloc to import 

,i u e jrr ry ' * nd co —'« 

non-U. s. lenders', such a ^o^c? S?""™ 10 * « £ 

ability of the Soviet Blocto reduce the 

bacaaa. other lender, would di.plTc. 

cipUaT S no« in°nin-2^,e!lcy a c«M i 'f t0 rMtr * ce «•*. 

Other countries support international’ f° r * xan P le ' "herd 

threat™ r«,i onal sLbi ‘ ° r 

the Present authority t./raitrict n 2 . 

*uch cas#*s. The P^rLa. x t V ' S ' bdn * Ending in 
relying c, n 1 EEPA to P add^« nL ** a °SS«*t 8 that 
make trivial this critical % T gency CX8e * could 
perhaps z! ead P»U«y ^ and 

remove some Presidential *®* ly 5 ° att *mpt to 

[Justice bheckl authority under that law. 
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Option 2 *. 


Continue the current policy of not restricting 

arms-iength non-conrcssional business, including 
U.S. bank lending to jthe Soviet Bloc. 


tn 

rc-^> 

b 


Advantage s 

o Atremptinq to restrict the flow of U.S. bank lending to 
the Soviet Bloc could strain relations with our 
parti #*til r»r 1 y West European countries that currently lend 
significant amounts to the Soviet. Bloc. 

o Restricting the flow of U.S. bank lending jger *e to the 
Soviet Bloc would be ineffective because suen Tending 
would he displaced by lending from non-U. S. financial 
institutions. Even if the U.S. succeeded in restricting 
the total flow of Western bank lending to the Soviet 
jsjoc, those countries could still import Western ' 
technology by reallocating foreign exchange from other 
tuses, i.e., there would be none reduction of total 
import's, but not necessarily of technology. 

o Unrestricted ;u.S. bank lending would support the j 

competitiveness of U.S. firms selling non-strategic 
products to the Soviet Bloc. 

\ I . 

o Ha iuvnir ing the confidence of foreign investors that the 
U.S. f i mtrrial markets will remain open maintains the 
attractiveness of investing in U.S. assets and thus 
avoids raising U.S. interest rates. 

.> *.*<.» ivt,ing U.S. bank lending in non-emergency r**** ktk 

could leopaidize the Administration's efforts to ebtfti* 

I cooperation of U.S. banks in the 1*DC debt 

I initiative. • ! i L ”'-" 
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